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Current floating exchange KEY ECONOMIC INDICATORS 
rate: $1.00 = ¥292.83 D 
(average for Jan-June 1975) Cc % Change: 
A Jan-Sept C/Same 
Item Unit CY 1973 1975 Period B* 


I. INCOME, PRODUCTION, EMPLOYMENT 1/ 
GNP at Current Prices $ Bil. 409.0 477.57), 
GNP at 1965 Prices = 334.7 306.05, 
Per Capita GNP at 1965 Prices $ 3,078 ae, 
Index of Ind. Prod. (average) 1970=100 129.4 126.2 108 82 
Gross Domestic Investment $ Bil. 163.4 ry 
Private Sector = 125.0 108 . 75 
Pvt. Plant & Equip. Invest. 77.4 79.4 73.9= 
Domestic Invest. as % Curr. GNP 40.0 33.0 
Population (as of October 1) 108.7 433.09 
Labor Force (average) 53.0 S2u7 52.72/ 
Avg. Unemployment Rate 1.33 1.4 1.92/ 
Labor Productivity Index 

(manuf. average) 1970=100 139.0 140.0 131.74/ 
Avg. Ind. Wage Index (manuf .) " 162.8 205.9 207 .52/ 
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II. MONEY AND PRICES, end of year or quarter 5/ 
Money Supply, end of year $ Bil. 130.9 145.9 143.6 


Public Debt Outstanding 37.6 46.3 55.82! 


Domestic " 37.5 46.2 55.72! 
BOJ Com'l Discount Rate % 9.00 9.00 7.502/ 
Call Rate (uncon.), Highest > 12.00 13°50 13.00 
Com'l Bk Loan Rate 

(avg. all banks Dec. or Mar.) ” 7.929 9.370 8.920 
Consumer Pri. Index (average) 1970=100 123.9 154.2 170.72/ 
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Wholesale Pri. Index (average) 115.9 152.2 156.12/ 
Export Pri. Index (average) ms 106.6 142.5 138.52/ 


PRODUCTION FOR MAJOR COMMODITIES 

Rice Mil M Tons i2.d 12.3 P3caP 
Crude Steel . 119.3 M1751 78.2 
Passenger Cars Thou Units 4,471 3,932 3,349 
Synthetic Fabrics Mil Sq. Mtrs 2,922 2,622 1,733 


BALANCE OF PAYMENTS AND TRADE 

Gold & For. Ex. Res., end of yr. $ Mil. 12,246 13,518 13, 2692/ 
Balance of Payments (surplus +) i - 10,074 6,839 - 2,090 
Total Exports (f.0.b.) 54,480 

Exports to U.S. (f.0.b.) 12,799 

Total Imports (f.o.b.) 53,044 

Imports from U.S. (c.i.f.) 12,682 

Imports of Crude Oil 18,898 

Imports of Crude Oil Thou KL 289,699 278,391 


Main Trade with U.S. ($ mil., Jan-Sept '75): Exports to U.S. (fob)=Steel mill 
products 1,368; Passenger cars 1,247; Motorcycles 466; Textiles 299; Optical 
instruments 291; Radio receivers 265; Chemicals 265; Tape recorders 182; TV 
receivers 176; Office machines 176. Imports from U.S. (cif)=Coal 1,308; Logs & 
lumber 830; Soybeans 627; Chemical products 556; Maize 537; Wheat 456; Aircraft 


351; Scrap metal & ore 321; Raw cotton 244; Grain sorghum 210. 


(See footnotes on the following page.) 
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SUMMARY 


Recovery from Japan's longest, most severe post-war 
recession is slow in getting under way. Consumption is 
stagnating, business investment in plant and equipment con- 
tinues to decline, and unemployment persists at a level which 
is high for Japan in view of its traditional lifetime 
employment system. Nevertheless, 1975 does show some increase 
in economic activity over the recession year of 1974. Further 
acceleration is expected during the coming year in response 
to a program of cautious fiscal stimulation adopted by the 
Japanese government and as business and consumer confidence 
returns. 


The rate of inflation has continued to decline. The 
12-month increase in the consumer price index dipped to 9.6% 
in October, raising the likelihood that the government's 
target of holding the increase below 10% in March 1976 can 
be met. As inflation subsides, real wages are beginning to 
rise and should eventually provide the basis for an increase 
in consumer spending. Although the timing of the recovery is 
uncertain, the Japanese economy remains basically sound. 
Government policies continue to aim at a gradual recovery 
to moderate long-term annual growth rates between 5% and 6%. 
Small shifts in industrial structure are already under way, 
with emphasis on industries of higher technology and lower 
pollution potential. 


U.S. exports to Japan, while depressed by the recession 
below the record levels of 1974, have been running ahead of 
the annual rate of 1973, the previous high year. Japan 
appears likely to be the next major industrialized country 
after the United States to achieve economic recovery; as 
such it offers added interest to American exporters planning 
to take advantage of a business upswing. Some selected new 
marketing opportunities should be exploited by U.S. business, 
especially in product areas where inflation has affected the 
competitiveness of Japanese goods. U.S. agricultural sales 
have been adversely affected by the recession; in the future 
the wider availability of some commodities from third-country 
sources together with some price declines may depress the 
value of U.S. agricultural sales to Japan. 


New ventures are being established under Japan's policy of 
continued liberalization of restrictions on direct foreign 
investment, and increased opportunities are expected to 
develop as economic recovery accelerates. 


Conversion rates used: Gross National Product - ¥271.48 for CY 1973; ¥292.39 
for CY 1974; ¥292.83 for Jan.-June 1975. Money Supply and Public Debt - 
¥308 used by Bank of Japan although exchange rate was floating. 

* Percent change based on yen values to avoid influence of exchange rate 
movements, except balance of payments and trade figures which GOJ 
presents in dollars. 

1/ Seasonally adjusted annual rate 4/ Average for Jan.-Aug. 

of Jan.-June. 5/ End of September. 


2/ Average for Jan.-Sept. P - Preliminary 
cs *k Negligible. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Recovery is Slow 


Like most industrialized countries trying to cope with 
simultaneous inflation and recession, Japan has had mixed 
results. As 1975 comes to a close, the Japanese economy is 
expected to show about a 1% rise in real GNP for the year; 
however, a full-fledged recovery is not yet under way. 


Economic activity which slowed down sharply as credit 
restrictions were tightened has not picked up correspondingly 
with the easing of restraints. The tight credit restrictions 
maintained throughout 1974 to dampen inflationary pressures 
were gradually eased in 1975 as the government's inflation- 
control targets were met. Successive reductions in the 
discount rate--in April to 8.5%, in June to 8% and in August 
to 7.5%, were accompanied by an easing of the "window guidance" 
by which the Bank of Japan limits the issuance of new private 
bank loans and an acceleration of public works already 
scheduled. 


The effect of these measures so far has been limited. 
Personal consumption, which accounts for 54% of GNP, has 
stagnated in real terms. Consumers remain cautious despite 
a modest increase in real wages as inflation has declined; 
the average propensity to save topped 25% (seasonally ad- 
justed) in October for a near all-time record even in savings- 
conscious Japan. Department store sales are advancing only 
slowly and a boomlet in auto sales peaked in October; analysts 
attribute it to a rush to beat stiffer anti-pollution standards 
taking effect December 1. Manufacturers' investment in plant 
and equipment (17% of GNP) is in decline, running about 5% 
below that of 1974. Private housing construction (8% of GNP) 
is picking up, running about 12% ahead of the depressed 
conditions of 1974 and supported by increased public financing, 
wider availability of private loans and an easing of land, 
material and labor costs. A modest real increase in govern- 
ment expenditures during the April-September period has also 
contributed to the positive real GNP trend for the year. 


Industrial production which had been increasing after 
hitting bottom in February, has slowed since July in the face 
of slack final demand. Business profits of firms listed on 
the Tokyo stock exchange declined for the fourth straight 





six-month term (ending in September), with 35% of the firms 
recently surveyed reporting losses for the period. Bankruptcies 
are running at a post-war record level, and are expected 

to top 12,000 for the year. In addition to the usual spate 

of small firms, a few celebrated cases have involved firms 
listed on the Tokyo Stock Exchange. 


Many businesses find themselves with both plant capacity 
and work force in excess of present or near-term needs with 
industry operating at less than 75% of capacity. With slower 
growth in prospect over the long term, plant expansion plans 
have been placed on the back burner. On the labor side, the 
lifetime employment system prevailing in Japan has caused 
firms to retain or place on furlough with salary (ranging 
from 60% to 100% of base pay) employees that in other countries 
would be laid off. Even with government payments (under the 
Employment Maintenance Law passed in December 1974) which 
reimburse qualifying firms for 50% to 67% of such furlough 
payments, enterprises are feeling the financial strain of 
meeting fixed labor costs while business is lagging. Many 
have announced cutbacks or even cancellation of their plans 
to hire spring graduates. Official unemployment figures 
have topped 1 million (about 1.9% of the labor force) ; 
officials admit that this figure understates total real un- 
employment when allowance is made for seasonal or temporary 
workers who have returned to the farms, young people who have 
been discouraged from seeking employment and women and others 
who have left the work force. In addition, many workers are 
on furlough with salary and are counted as employed; at least 
another 200,000 workers are estimated to be receiving government- 
assisted "employment maintenance" payments. 


Inflation Recedes 


Throughout the recession Japan's economic policymakers have 
seen the control of inflation as the chief prerequisite to the 
adaption of more active measures to promote recovery. The 
rate of inflation has in fact been declining significantly. 

In mid-1974 the government set as its goal to reduce the rate 
of inflation, as represented by the increase in the consumer 
price index over a 12-month period, below 15% by March of 1975. 
This result was achieved; as a result of stringent monetary 
controls and a sharp decline in business activity, the C.P.I. 
for March 1975 was just 14.2% above that of a year earlier. 

By contrast, the increase over the previous fiscal year from 





March 1973 to March 1974 was 24%. Encouraged by this 
decline, officials then set the target for the fiscal year 
ending in March 1976 to hold the 12-month C.P.I. increase 
below 10%. This goal appears on the way to being achieved. 
Wage increases granted during the 1975 spring labor negotiations 
averaged a non-inflationary 13.1% (again in contrast with 

the 32.9% average increases in the spring of 1974). Sagging 
demand has limited industry's efforts to obtain "catch-up" 
price increases, and commodity prices generally have remained 
soft; thus in October 1975 the consumer price index was just 
9.6% above its October 1974 level. If price increases for 
the remainder of the fiscal year are held to a 7% annual rate 
(the rate of increase between October 1974 and March 1975) 
the 10% target will be met. 


Government Stimulation 


With the recovery proceeding at a slow pace, the govern- 
ment in September prepared a "fourth recovery package" which 
includes a budget for national expenditures (passed by the 
Diet in November) designed to pump an additional $5 billion 
into the economy (some $2.7 billion in the form of public 
works) to accelerate economic growth. According to official 
government spokesmen, the program is expected to generate 
some $10 billion in new demand. In October the Bank of Japan 
lowered the discount rate to 6.5% and in November lowered 
its reserve requirements, adding some monetary ease to the 
fiscal stimulus. 


Reaction and Prospects 


Business spokesmen have welcomed the government's program 
as a switch to an expansionary policy, although most have 
said it should have come sooner and some have already called 
for further stimulative measures. The authorities, led by 
Deputy Prime Minister and Economic Planning Agency Director 
Takeo Fukuda, seem content to allow recovery to take its 
gradual course, keeping in view their long-term goal of a 
"soft landing" on a moderate (5%-6% annually) growth path. 
Mindful of the excessive liquidity that led to the overheated 
economy of 1973, they are determined not to fuel another 
investment boom that could lead to further severe restrictions. 
At every opportunity the point is being made that the old 
days of miracle growth rates are past and firms will have to 





accommodate to a new framework of more moderate growth. 

Finally, some businesses that were inefficient or over- 

extended are being shaken out during the current recession, 

and there is some quiet nudging along the proclaimed lines 

of industrial restructuring into areas of greater competitiveness. 
The government is resisting demands for trade protection of 

the textile industry, for example, while helping the computer 
industry organize to meet competition. 


The Japanese economy remains basically strong and sound. 
The impact of the oil price hike and fluctuations in the 
prices of other raw materials have been absorbed, and 
inflation appears to be coming under control. Only the 
timing and rate of recovery from the current recession, the 
longest and most severe in Japan's post-war history, remain 
in question. 


Trade and Payments 


Japan's trade reflected the worldwide slowdown in the 
first nine months of 1975, registering a 1.4% decline in 
value from the first nine months of 1974. Allowing for the 
effects of inflation the decline in real terms was substantially 
greater. Exports, at $39.9 billion were up 4.3%; imports, 
at $36.66 billion, declined 7%. Japan's balance of trade 
improved substantially, however. The lag in imports produced 
a nine-month trade surplus of $3.25 billion, in contrast 
with a $1.18 billion deficit a year earlier. Imports of 
chemicals, textile, mineral and other raw materials declined 
most sharply (by 28.2%, 22.3%, 15.6% and 22.5%, respectively, 
in terms of value). Imports of coal increased 41.8% and 
foodstuffs 12.9%. Exports of iron and steel increased 12.7%, 
machinery 7.3% and chemicals 4.3%; textile exports declined 
by 13.1%. 


According to Japanese customs figures, imports from the 
United States in January-September 1975 declined 3.9% from 
the first three quarters of 1974, compared with a 6.1% drop 
in imports from advanced areas as a whole. Exports to the 
U.S. fell 13.9% as against a 10.5% decline in exports to 
advanced areas as a whole. U.S. Department of Commerce 
figures show a bilateral U.S. trade deficit with Japan of 
$1.5 billion compared with a $1.398 billion deficit in 
January-October 1974. 


The trend in Japan's trade orientation toward the developing 
areas continued through the first 10 months of 1975, with 





exports to developing areas comprising 49.6% of Japan's 

total exports (compared with 45.4% in January-October 1974) 

and imports maintaining a 53% share. Exports to industrialized 
countries were 41.2% of the total in the first three quarters 
of 1974 compared with 48.2% in January-September 1974. The 
U.S. accounted for just 20% of Japan's trade in the first 

three quarters of 1975--19.4% of its total exports and 20.7% 

of its imports; the corresponding figures for the first nine 
months of 1974 were 23.5% and 20%, respectively. 


Japan's balance of payments improved substantially over 
the previous year despite the worldwide recession. The 
deficit on current account shrank to $1.2 billion in the 
first nine months of 1974 compared with $5.8 billion a year 
earlier. In 1975, large and continuing outflows of direct 
investment and long-term credits have been more nearly 
balanced with inflows of long-term foreign funds for invest- 
ment in Japanese securities. As a result, official reserves 
of $13.3 billion at the end of September 1974 were little 
changed from a year earlier. The exchange rate for the yen 
in early December was ¥305 per dollar, somewhat weaker than 
the 301 rate at the beginning of 1975. 


IMPLICATIONS FOR THE UNITED STATES 


Trade 


As a result of the recession, Japan's imports from the 
United States in 1975 have lagged behind the record pace of 
1974. They have remained above the 1973 levels, however, 
and can be expected to increase when Japan's economic 
recovery accelerates, probably during the course of 1976. 
The exact timing is not clear, but it does appear that Japan 
will probably be the first major market outside the United 
States to recover from the worldwide recession. American 
exporters that give priority to Japan in their marketing plans 
and strategy should find themselves in a good position to 
participate in the economic recovery. 


In the meantime, sales opportunities do exist for certain 
product lines, particularly where inflation in Japan has 
improved the competitive position of imported goods. Among 
these lines the Embassy has identified marine and oceanographic 
equipment, automobile parts and equipment, hydraulic equipment 
and components, and mechanical handling equipment. Other 
promising product areas for exports to Japan are computers, 





peripherals, and data communication equipment; electronic 
components, pollution control and measuring equipment; 
analytical instruments; food processing and packaging 
equipment; test and measuring equipment for the electronics 
industry; biomedical equipment; avionics and ground support 
equipment; printing and graphic arts equipment; and building 
systems and materials. (For details, see the Embassy's 
annual Best Prospects Report, Airgram A-507 dated October 
32, i978.) 


Exhibitors at the U.S. Trade Center over the past six 
months have expressed optimism based on both spot and twelve- 
month projected sales in product areas covered by four 
promotions--electronics industry production and test equipment, 
oceanographic/marine equipment, biomedical equipment and 
microwave instrumentation, circuits and components. 


Prospects for selling U.S. consumer goods are also 
encouraging. Over 30 Japanese department stores, involving 
several national chains, plan department store promotions of 
U.S. goods during the bicentennial year, and some 60 firms 
have joined in a sales campaign sponsored by the Embassy. 

The Embassy and Consulates organized five groups totaling 

231 Japanese buyers to visit American trade shows during this 
half year--in the areas of housewares, hardware, mens sports- 
wear apparel, and outdoor amusements. Final reports have 

not been received from all these groups, but three of them 
reported a combined $1.2 million in spot sales and $14 million 
in one year projected purchases. 


The improved world food supply situation has resulted in 
somewhat less attention being given by the Japanese authorities 
to the problems of stabilizing their food supplies and 
obtaining long-term supply commitments. While the government 
has proposed a five-year program to gradually expand food 
reserves, it is currently concerned with handling and 
financing surplus rice production. Total U.S. agricultural 
exports to Japan in the period April-September 1975 declined 
12.5 percent on a value basis from the same period in 1974. 

The outlook for substantial increases in U.S. agricultural 
exports for the six month period ending in March 1975 is not 
bright. The demand for feed grains is not expected to approach 
last year's level for several months. Quotas for the import 

of 50,000 metric tons of beef have been issued, but shipments 
from the U.S.‘have been limited. Chemical problems continue 

to hamper fruit shipments. Greater availability of some 
commodities in other countries and the possibility of lower 
prices for U.S.-supplied commodities point to some reduction 

in the value of U.S. agricultural exports to Japan. 





Investment 


The Japanese Government in December liberalized re- 
strictions on foreign investment in the manufacture, sales 
and leasing of computers, peripherals and terminals to 
allow 100% foreign ownership. This development has been 
eagerly awaited by U.S. computer firms; some have already 
established wholly-owned sales and servicing subsidiaries 
and a number are actively exploring manufacturing operations. 


The government continued to follow its program gradually 
to permit 100% foreign investment in most industrial sectors. 
Three industries still restricted to not more than 50% foreign 
ownership but scheduled for liberalization by May 1976 are 
information processing, manufacture of fruit juices, and the 
manufacture of photographic film. This leaves four industries 
indefinitely postponed from liberalization--agriculture, 
forestry, fishing, petroleum and petroleum products, and 
leather and leather products. In general, economic conditions 
have had an impact on investment decisions by foreign as well 
as domestic investors in Japan. Consequently, new direct 
foreign investments during the past 18 months have lagged 
slightly below the earlier periods even though the Government 
has continued to implement its investment liberalization 
policy. 


Japan's overseas investments by end of March 1974 reached 
a level of $10.3 billion, 32% of which was in manufacturing, 
27% in mining, and 20% in services. Investments in the 
U.S. accounted for about 20% of this total figure. By the 
end of the next decade, Japan's overseas investment is 
expected to reach $93.5 billion, 36% of which will be in 
manufacturing and 32% in mining. 





Telephone Directory of 
Country Marketing Managers 


Commercial and economic information on most trading partners of the United 
States is available from the Bureau of International Commerce, U.S. Depart- 
ment of Commerce. 


The Bureau is organized geographically with a Country Marketing Manager 
responsible for a country or group of countries as listed below. Assistance or 
information about marketing in these countries may be obtained by dialing 
these key people directly: 202-967 pius the given extension. 


Africa Far East 
West and Central Africa 3865 Australia and New 
East and South Africa 4927 Zealand 3646 
Europe East and South Asia 5401 
France and Benelux Japan 2425 
Countries 4504 Southeast Asia 2522 
Germany and Austria 5228 Latin America 
Italy, Greece and Turkey 3944 Brazil, Argentina, 
Nordic Countries 3848 Paraguay and Uruguay 5427 
Spain, Portugal, Switzer- Mexico, Central America 
land and Yugoslavia 2795 and Panama 2314 
United Kingdom and Remainder of South 
Canada 4421 America and Caribbean 
Countries 2995 


Special units within the Department of Commerce have been created to deal 
with particular marketing situations: 


Commerce Action Group for the Near East 


North Africa 5737 
Near East 
Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, Yemen 
Arab Republic 
Iran, Israel, Egypt 


Bureau of East West Trade 


Eastern Europe 
USSR 
Peoples Republic of China 





t's good 
business 


to base your business decisions 
on the facts. 


U.S. INDUSTRIAL OUTLOOK puts the facts at your 
fingertips. It could be the best investment you will 
make this year. 


A great bargain for small business: the services of a 
staff of 100 industry analysts for $5.45 per copy. 
Helpful statistics, analyses and comments on more 
than 200 industries to back up your own business 
judgment. 


U.S. INDUSTRIAL OUTLOOK 1976 gives you the facts 
you need about actual product and industry shipments, 
exports, imports, employment trends since 1967 with 
projections for 10 years into the future. 


A service of the U.S. Department of Commerce, 
Domestic and International Business Administration, 
to foster the progress of business. 
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